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DEPOSITED BY THE 
WREITEO STATES OF AMERI@A 


SMALL BUSINESS ACT AMENDMENTS OF 1960 


TUESDAY, MAY 24, 1960 


Houses or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuBcoMMITTEE No. 3, 
Washington, D.C. 

The subcommittee met at 10 a.m., in room 1302, New House Office 
Building, Hon. Wright Patman presiding. 

Present: Representatives Patman (presiding), Johnson, Bass, 
Reuss, and Derwinski. 

(H.R. 11207 is as follows:) 


[H.R. 11207, 86th Cong., 2d sess. ] 


A BILL To amend the Small Business Act so as to authorize an additional $150,000,000 
for loans to small businesses, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Small Busi- 
ness Act Amendments of 1960”. 

Sec. 2. As used in this Act, unless otherwise indicated, references to “the 
Act” are to the Small Business Act, approved July 18, 1958 (72 Stat. 384), as 
amended by the Small Business Investment Act of 1958, approved August 21, 
1958 (72 Stat. 689), and as further amended by an Act approved September 22, 
1959 (73 Stat. 647). 

Sec. 8. Subsection 4(¢c) of the Act is amended— 

(1) by striking out ‘$975,000,000” in each place it appears and inserting 
in lieu thereof $1,125,000,000” ; 

(2) by striking out “$575,000,000" and inserting in lieu thereof 
“$725,000,000". 

Sec. 4. Subsection 5(b) of the Act is amended by striking the word “and” 
at the end of subparagraph (8); by changing the period at the end of sub- 
paragraph (9) to a semicolon and adding the word “and”; and by inserting at 
the end thereof a new subparagraph reading as follows: 

“(10) Section 3648 of the Revised Statutes (31 U.S.C. 529) shall not apply 
to prepayments of rentals made by the Administration on safety deposit boxes 
used by the Administration for the safeguarding of instruments held as security 
for loans or for the safeguarding of other documents.” 

Sec. 5. Section 10 of the Act is amended— 

(1) by striking out “every six months” from the first sentence of subsection 
(a) and inserting in lieu thereof “, on June 30 of each year,” ; 

(2) by striking out “and December 31” from subsection (b) ; 

(3) by striking out subsection (c); and 

(4) by respectively redesignating subparagraphs (d), (e), and (f) as (c), 
(d), and (e). 

Sec. 6. If any provision of this Act, or the application thereof to any person 
or circumstances, is held invalid, the remainder of this Act, and the application 
of such provision to other persons or circumstances, shall not be affected thereby. 


Mr. Parman. The committee will come to order. 

Our first witness this morning is Hon. Philip McCallum, Admin- 
istrator of the Small Business Administration. Are you ready to 
proceed, sir ? P 





2 SMALL BUSINESS ACT AMENDMENTS, 1960 


Mr. McCatuum. Yes, sir, Mr. Chairman. 
Mr. Parman. You have a prepared statement, I believe. You may 
proceed in any way you desire. 


STATEMENT OF PHILIP McCALLUM, ADMINISTRATOR, 
SMALL BUSINESS ADMINISTRATION 


Mr. McCatium. Thank you, Mr. Chairman. With your permission 
I would like to read the statement. It is brief. 

Mr. Parman. That is perfectly all right, sir. 

Mr. McCatium. Mr. Chairman and Mr. Bass, I have been invited 
here today to discuss the Small Business Administration’s need for 
an increase in the amount authorized to be appropriated to the re- 
volving fund in the Treasury for the use of SBA and an increase in 
the amount of the revolving fund which may be outstanding at any 
one time for the purpose of making business loans pursuant to sec- 
tion 7(a) of the Smal] Business Act. 

In my letter of March 15, 1960, to the Speaker of the House, I 
recommended that the authorization for our revolving fund be in- 
creased from $975 million to $1,125 million and that there be a cor- 
responding increase in the limitation on business loans from $575 mil- 
lion to $725 million. In support of this recommendation, I pointed 
out that our projection of business loan activity indicated that by 
June 30, 1961, the total charges against the business loan limitation 
would amount to $656.3 million. 

In order that the committee properly can consider this recommen- 
dation, I would like to acquaint you with the current status of the 
authorization and some additional facts which I hope will assist you 
in arriving at a proper determination. 

The recommendation for an increase of $150 million was arrived 
at last fall in conjunction with the consideration of our budget. re- 
quest. At that time, we had just completed a fiscal year in which we 
had received the greatest volume of business loan applications which 
had ever been filed with SBA in a single fiscal year. Our history 
through the fiscal year 1959 had been one of continual growth, the 
increases ranging from 15.1 percent in 1958 to 68.2 percent in 1957 
over the volume of the previous year. Because of this background of 
growth we felt it prudent to plan in expectation of a continuation of 
the growth trend. 

Our application volume in fiscal year 1959 was 10,215. We esti- 
mated that a total of 10,800 would be received in 1960 and 13,200 in 
1961, representing percentage increases of 5.7 and 22.2, respectively. 
Drawing upon our previous experience with respect to average size 
of loan, average percentage of withdrawals, approvals, rates of par- 
ticipation, and so forth, our projected authorization requirements 1n- 
dicated a need for $656.3 million as of June 30, 1961, as compared to 
our current statutory limitation of $575 million. I recommended that 
the limitation be increased to $725 million in order to give us an ade- 
quate reserve in the event actual volume should exceed our projections. 

Our experience during the current year to date indicates, however, 
that the volume of business loan applications will approximate 8,200 
rather than 10,800. As a consequence, it appears that we will have an 
available balance of authority of about $122 million on June 30, 1960, 
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as compared to our original estimate of $438 million. Assuming, 
however, that our original projection of 13,200 applications for fiscal 
year 1961 is still a possibility, it now appears that the total authoriza- 
tion required to finance this size of operation would be $583.2 million 
As compared to our present statutory limitation, this would indicate 
a deficiency of $8.2 million. Of course, if the volume falls short of 
the 13,200 applications estimated for the fiscal year 1961, the present 
authority might be adequate. 

While our experience during the current year can be construed to 
indicate that the estimate for 1961 is excessive, I am reluctant to 
recommend that our recommendation for an increase be revoked in 
view of the past history of the agency with respect to fluctuations in 
business loan application activity. As the committee well knows, 
several times during the life of the agency we have had to make 
emergency requests for increases in the statutory limitations. I want 
to take every possible precaution to insure that the ability of the 
Small Business Administration to assist small firms which cannot ar- 
range private financing on reasonable terms is fully available to each 
such small firm at all times. 

I consider it prudent, therefore, to recommend to the committee that 
the present limitation be increased. Obviously, if the application 
volume does not require it, the authorization will not be used. On 
the other hand, if the volume exceeds our expectations, then SBA 
will be in a position to meet its demands. In any event, any unused 
balance would be available for succeeding fiscal years and might avoid 
the necessity for the committee’s considering a further increase in the 
next session for the fiscal year 1962. I recommend, therefore, that 
the full amount of the original recommendation—namely, $150 
million—be approved by the committee. 

By letters of April 30, 1959, and March 15, 1960, to the Speaker of 
the House, I have also asked for a number of changes in the Small 
Business Act which we consider to be desirable. With the commit- 
tee’s permission I would like to submit for the record a copy of the 
March 15, 1960, letter which lists and explains these changes. These 
amendments have been embodied in H.R. 11207, introduced by Mr. 
Spence. I wish today to renew my request for enactment of this 
legislation. 

Thank you, Mr. Chairman. 

(The data referred to above is as follows :) 

SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D.C., March 15, 1960. 
Hon. SAM RAYBURN, 
Speaker of the House of Representatives, 
Washington, D.C. 

DEAR Mr. SPEAKER: By letter of April 30, 1959, I submitted to you a draft 
bill entitled the “Small Business Act Amendments of 1959” proposing a number 
of changes in the law which, for reasons stated in the sectional analysis ac- 
companying the bill, we considered to be necessary or desirable. 

This bill. which was subsequently introduced in both Houses of Congress (S. 
1879, H.R. 6902, H.R. 6925, and H.R. 8599) proposed that the amount in which 
funds are authorized to be appropriated to a revolving fund in the Treasury 
for the use of the Small Business Administration be increased from $900 mil- 
lion to $1,100 million; that the amount of the revoling fund which may be out- 
standing at any one time for the purpose of making business loans pursuant to 





4 SMALL BUSINESS ACT AMENDMENTS, 1960 


section 7(a) of the Small Business Act be increased from $500 million to $700 
million; that SBA be authorized to make prepayments of rentals on safety de- 
posit boxes; that SBA be required to make reports to the Congress on an annual, 
rather than a semiannual, basis; and that certain surveys and reports, pres- 
ently required of the Attorney General, be eliminated. 

Although none of these measures has been enacted, our proposals respecting 
the revolving fund were partially accepted by the Congress. The amount of 
the total authorization was increased from $900 million to $975 million and 
the amount within the total authorization available for business loans was in- 
creased from $500 million to $575 million (Public Law 86-367). Insofar as this 
authorization is concerned, therefore, the provisions of the draft bill submitted 
to you on April 30, 1959, require revision. 

Inclosed herewith is a draft bill, entitled the “Small Business Act Amend- 
ments of 1960”, which is designed to serve as a clean bill, entirely displacing 
the earlier one. The only substantive difference between the two is to be 
found in the provisions relating to the revolving fund authorization. For the 
reasons stated in the accompanying sectional analysis, the enclosed bill in- 
creases the amount in which funds are authorized to be appropriated to the fund 
from $975 million to $1,125 million; and increases the amount of the fund 
which may be outstanding at any one time, for the purpose of making business 
loans, from $575 million to $725 million. 

It is my hope that the enclosed draft bill will be promptly enacted. The 
Bureau of the Budget has advised that it has no objection to the presentation 
of the bill to the Congress for its consideration. 

Sincerely yours, 
PuiLtie McCatitumM, Administrator. 


A BILL To amend the Small Business Act and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Small 
Business Act Amendments of 1960”. 

Sec. 2. As used in this Act, unless otherwise indicated, references to “the Act” 
are to the Small Business Act, approved July 18, 1958 (72 Stat. 384), as amended 
by the Small Business Investment Act of 1958, approved August 21, 1958 (72 
Stat. 689), and as further amended by an Act approved September 22, 1959 (73 
Stat. 647). 

Sec. 3. Subsection 4(c) of the Act is amended— 

(1) by striking out “$975,000,000” in each place it appears and inserting 
in lieu thereof “$1,125,000,000” ; 
(2) by striking out “$575,000,000” and inserting in lieu thereof “$725,- 

Sec. 4. Subsection 5(b) of the Act is amended by striking the word “and” at 
the end of subparagraph (8) ; by changing the period at the end of subparagraph 
(9) to a semicolon and adding the word “and”; and by inserting at the end 
thereof a new subparagraph reading as follows: 

“(10) Section 3648 of the Revised Statutes (31 U.S.C. 529) shall not apply 
to prepayments of rentals made by the Administration on safety deposit boxes 
used by the Administration for the safeguarding of instruments held as security 
for loans or for the safeguarding of other documents.” 

Sec. 5. Section 10 of the Act is amended— 

(1) by striking out “every six months” from the first sentence of subsec- 
tion (a) and inserting in lieu thereof ‘“‘, on June 30 of each year,”; 

(2) by striking out “and December 31” from subsection (b) ; 

(3) by striking out subsection (c) ; and 

(4) by respectively redesignating subparagraphs (d), (e) and (f) as (c), 
(d) and (e). 

Sec. 6. If any provision of this Act, or the application thereof to any person or 
circumstances, is held invalid, the remainder of this Act, and the application of 
such provision to other persons or circumstances, shall not be affected thereby. 


SECTIONAL ANALYSIS 


SHORT TITLE 


Section 1 provides that this act may be cited as the Small Business Act Amend- 
ments of 1960. 
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SMALL BUSINESS ACT 


Section 2 provides that, as used in this act, references to “the Act” are to the 
Small Business Act as amended. 


REVOLVING FUND AUTHORIZATION 


Section 3 amends subsection 4(c) of the act in two respects. First, it increases 
from $975 million to $1,125 million the amount in which funds are authorized to 
be appropriated to a revolving fund in the Treasury for use by the Administra- 
tion in the performance of the duties imposed upon it by the act. Second, it 
increases from $575 million to $725 million the amount of the revolving fund 
which may be outstanding at any one time for the purpose of making business 
loans pursuant to subsection 7(a) of the act. 

SBA’s projection of probable business loan activities through the next 18 
months points up the necessity for the increase of $150 million. According to 
present estimates an authorization of $656.3 million will be required to cover 
business loans outstanding, together with undisbursed loan authorizations, 
through June 30, 1961. The proposed increase will meet this need and, at the 
same time, provide a reserve of approximately $69 million to guard against un- 
forseeable variations in the factors (such as the volume and size of loans, etc.) 
used in preparing the estimate. 


RENTAL PAYMENTS ON SAFETY DEPOSIT BOXES 


Section 4 adds a new paragraph to subsection 5(b) of the act, the effect of 
which is to authorize the Administration to make prepayments of rentals on 
safety deposit boxes used by it for the safeguarding of instruments and other 
documents held as security for loans made to small business concerns and others. 

SBA commonly accepts bearer bonds, stock certificates endorsed in blank and 
other kinds of readily negotiable instruments as collateral on loans made pur- 
suant to section 7 of the act. Ordinary care requires that regional offices of the 
Agency should, on receipt of such documents from borrowers, retain them in 
safety deposit boxes. Such boxes are usually rented on an annual basis and, 
with few exceptions, banks demand payment in advance. 

By letter of June 3, 1955, SBA was notified by Mr. Frank H. Weitzel, Assist- 
ant Comptroller General of the United States, that section 3648 of the Revised 
Statutes prohibits such prepayments. The statute cited by him provides, in part, 
that “No advance of public money shall be made in any case unless authorized by 
the appropriation concerned or other law.” Consequently regional offices have 
been able to use safety deposit boxes only by obtaining the necessary funds from 
employees who, at the end of the rental period, claim reimbursement from SBA. 

Section 4 of the bill remedies this situation by inserting, in subsection 5(b) of 
the act, a provision that section 3648 of the Revised Statutes shall not apply to 
prepayments of rentals made by SBA on safety deposit boxes. 


REPORTS TO CONGRESS 


Section 5 effects two substantive changes in section 10 of the act. First, it 
places the reports which the Administration is required to file, pursuant to sub- 
sections 10(a) and 10(b), on an annual basis instead of a semiannual basis. 
Second, it eliminates the surveys and reports which the Attorney General is 
required to make pursuant to subsection 10(c). 

Subsection 10(a) of the act provides that the Administration shall make a re- 
port every 6 months of operations under the act to the President, the President 
of the Senate and the Speaker of the House of Representatives, containing the 
names of the business concerns to whom contracts are let and for whom financing 
is arranged by the Administration, together with the amounts involved, and 
containing such other information, comments, and recommendations as the 
Administration may deem appropriate. 

Subsection 10(b) of the act provides that, on June 30 and December 31 of each 
year, the Administration shall make a report to the President, the President of 
the Senate, and the Speaker of the House of Representatives, to the Senate Seleet 
Committee on Small Business, and the House Select Committee to Conduct a 
Study and Investigation of the Problems of Small Business, showing as accurately 
as possible for each such period the amount of the funds appropriated to the 
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Administration that it has expended in the conduct of each of its principal 
activities such as lending, procurement, contracting, and providing technical and 
managerial aids. 

Under existing law, therefore, SBA must submit two reports every 6 months 
concerning its operations. These requirements were laid down when SBA was 
initiated as a temporary agency of the Government to conduct programs, for the 
assistance of small business, which were considered to be experimental and which 
were generally expected to be of limited duration. The principal reason for 
requiring reports at such short intervals was to furnish the President and Con- 
gress with information essential to a determination of the recurring question 
whether the programs should be continued. 

With the establishment of SBA as a permanent agency of the Government, 
the need for such frequent reports has been substantially lessened. In view of 
this, as well as the unnecessary expense involved in preparing and issuing two 
reports every 6 months, it is believed that SBA should, like virtually all other 
permanent agencies, report on an annual basis. Under the provisions of section 
5, both reports are to be filed on June 30 of each year. 

Subsection 10(c) of the act directs the Attorney General to make, or request 
the Federal Trade Commission to make for him, surveys for the purpose of 
determining any factors which may tend to eliminate competition, create or 
strengthen monopolies, injure small business, or otherwise promote undue con- 
centration of economic power in the course of the administrattion of the act. 
He is required to submit to the Congress and the President, at such times as he 
deems desirable, reports setting forth the results of such surveys and including 
such recommendations as he may deem desirable. 

This subsection adds little, if anything, to the authority and responsibilities 
presently reposed in the Attorney General by the antitrust laws and other stat- 
utes. Its presence in the act serves no useful purpose. On the other hand the 
subsection, by its peculiar wording, suggests that the Attorney General must 
exercise special vigilance over the operations of the Administration to detect 
and prevent violations of law. This, of course, was not the intent. Indeed the 
legislative history of the act indicates that the subsection was inserted inad- 
vertently. For these reasons, section 5 of the bill deletes it from the act. 


SEPARABILITY PROVISION 


Section 6 contains the standard separability provision. 


Mr. Parman. Thank you, Mr. McCallum. 

I want to ask vou about these amendments. I assume they should 
be referred to as technical amendments, commencing on page 2, sec- 
tion 5. 

What do those amendments propose to do? 

Mr. McCatium. Mr. Chairman, the first amendment would, of 
course, deal with the increase in the statutory limitation to which I 
have just referred. 

Mr. Parman. Yes, sir. 

Mr. McCauium. The second gives us authority to make payments 
of rentals on safety deposit boxes. 

Mr. Parman. That is section 4. 

Mr. McCatium. That is correct. 

Mr. Parman. We approved that at one time: did we not / 

Mr. McCatuivum. Yes, sir; I think that was in the bill which was 
approved by the House last. year. 

Mr. Parman. Yes, sir. So there shouldn’t be any controversy about 
that. 

Now, as to section 5; it provides that SBA’s reports shall be filed 
once a year, on June 30. In conversation with you before the hearings 
were called I believe you stated. you would be agreeable to changing 
that so that the report would be made at the end of the calendar year, 
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December 31, in view of the fact that Congress also meets January 3, 
and that would be better—to hs ave your report in as Congress meets, 
rather than file it at the end of June. 

Mr. McCauieum. That is correct, 

Mr. Parman. And I suggest to ta members that that would be a 
good thing—to have the report made December 31 instead of June 30. 

Now, what other ch: anges are made by this section, Mr. McCallum ? 

Mr. McCauium. The last relates to subsection 10(c) of the Small 
Business Act, and directs the Attorney General to make, or request the 
Federal Trade Commission to make surveys for him for the purpose of 
determining any factors which may tend to eliminate competition, 
strengthen “monopolies, injure small business, or otherwise promote 
undue concentration of economic power in the course of the admin- 
istration of the Small Business Act. And he is required to submit 
to the Congress and the President at such times as he deems it desirable 
a report setting forth the results of such surveys. 

Now, this subsection adds little, if anything, to the authority and 
responsibilities presently reposed in the Attorney General by the 
antitrust laws and other statutes, and I can’t see that its presence in 
our act serves any useful purpose. 

On the other hand, the section, by its peculiar wording, suggests that 
the Attorney General must exercise some sort of spec ial vigilance over 
the operations of SBA to detect and prevent violations of aw. W ell, 
this, of course, was not the intent, and indeed the history of the act 
indicates that this section was inserted inadvertently. Certainly the 
Congress reviews our activities periodically and we feel that this 
section does not serve any useful purpose. 

Mr. Parman. Mr. Bass, would you like to ask any questions ? 

Mr. Bass. Yes, Mr. Chairman. 

T want to join with the chairman, Mr. McCallum, in welcoming you. 
I think you have made a very precise statement in support of this 
bill we are considering. I have one or two questions. 

The first relates to the part of your statement at the bottom of 
page 2 and the top of page 3, that you expect fewer applications, 
than you did originally. Would you expand on that a little?) Why 
is that ? 

Mr. McCauium. Well, sir, I wish I could give you a complete an- 
swer on that. I and others in our Financial Assistance Division have 
speculated on the reasons for the decline in ow: loan applications. 
Certainly in the early months of the fiscal year—the steel strike was, 
in our opinion, a factor—the cash position of small business during 
this period was fairly good because of the conversion of inventories 
into finished goods and cash rather than the use of cash to purchase 
inventories, including steel. 

We think, too, that perhaps under these circumstances the banks 
had more funds to lend and small business shared in the availability 
of these funds. 

We have noted, too, a tendency, a trend, we think, on the part of 
commercial banks to make more term loans. And if this is true—and 
we think there are signs that it is true—for this we are grateful. I 
think SBA has shown the way to the commercial banking system— 
that the making of term loans can be a profitable and useful part of 
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the banking activity. I believe that we have done the banking system 
a real service. oat y 

Mr. Bass. Mr. McCallum, experts tell me that money is tight and 
that it is hard to get loans. That is why I was puzzled by your state- 
ment. I hope it is true that credit is easier now, and that you an- 
ticipate that this trend will continue. 

Mr. McCatium. Well, I can’t predict that this trend will continue. 
I think that information and literature that I have read recently indi- 
sates that, in spite of the fact that banks have been making more term 
loans, they are approaching their loan ceilings and their portfolio is 
becoming pretty well stocked with this type of loan, the type that SBA 
makes. I would expect that if this is the case we would begin to 
receive more applications. 

Notre.—The following article taken from the May 24 issue of the Journal of 
Commerce on the subject of availability of credit was supplied by Mr. McCallum: 

“DENVER.—Many banks have now reached the point where they consider them- 
selves ‘loaned up’ and they probably should not stretch any further their notion 
of a proper loans-to-deposits ratio, Federal Reserve Board Governor G. H. King, 
Jr., told a meeting of the Independent Bankers Association. 

“The loan-to-deposit ratio in commercial banks generally stood at a record 56 
percent at the end of April, he noted, and at New York City banks has moved 
close to 70 percent and ‘is now approaching the average of the 1920's.’ 

“*At these levels,’ he said, ‘many banks have reached or are rapidly approach- 
ing what they regard as their loan ceilings * * * a point beyond which they 
are no longer willing to expand loans at the expense of further liquidation of 
investments.” 

Mr. Bass. Then, as I understand it, as of now, you note that money 
is easier; that it is easier for a small business concern to secure a loan 
as compared with a year ago? 

Mr. McCatium. Well, I would say that, as far as my information 
goes, I do not see signs that small business, generally speaking, is not 
able to get credit through commercial sources. I think in some 
parts of the country credit is still rather tight, but certainly our cur- 
rent experience has been that an attractive statutory interest rate of 
514 percent has not brought loan applicants to SBA in the volume we 
anticipated. 

Mr. Bass. Is there any particular area in the country where you are 
getting more applications, where money is tighter, and where the oppo- 
site trend is evident? What about my own area of New England, for 
instance ? 

Mr. McCativum. I am going to ask Mr. Buck, who is the Deputy 
Administrator in charge of our financial assistance program, to an- 
swer that, Mr. Bass. 


STATEMENT OF ROBERT F. BUCK, SMALL BUSINESS 
ADMINISTRATION 


Mr. Buck. Mr. Bass, we have been concerned about this problem 
and have examined our own policies and procedures to see whether 
there is anything we are doing that could possibly be different from 
what was done before, and we believe that there is not. And the fall- 
off in activity has been general throughout the country. I can’t ac- 
count for it at all, except by a belief that actually the banks are mak- 
ing loans for longer terms today than they were, certainly 3 or 4 years 
ago. This does not mean necessarily that more credit is available 
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to small firms, but it probably means that it is available to them for 
a longer period of time, reef that they are not faced with having 
their loans reviewed every 90 days or 6 months, as they were before. 
This means that they are not under pressure to come to us for longer 
term loans, as they might have been before. 

Mr. Bass. Now, turning to page 1 of your statement, Mr. McCal- 
lum, you recommend to this committee two changes, increasing the 
limitation on business loans from $575 million to $725 million, and 
concurrently with that increasing the revolving fund authorization 
from $975 million to $1,125 million. You don’t say much in support 
of that second recommendation in your statement. I gather that the 
two must go hand in hand. 

Mr. McCatuum. Yes, sir; that is correct. 

Mr. Bass. That is all. 

Mr. Patrman. Mr. Reuss? 

Mr. Reuss. Mr. Chairman, I too want to welcome you, Mr. Mc- 
Callum. I want your help in a little applied arithmetic. Perhaps if 
you could refer with me to page 2 of your statement I could tell you 
what ison my mind. 

I want to visualize the percentage jumpup and jumpdown in in- 
creases in applications over the years. When did SBA get underway ? 

Mr. McCatuum. In 1953, sir; fiscal 1954. 

Mr. Reuss. Fiscal 1954. 

Mr. McCatium. Yes, sir. 

Mr. Reuss. Can you give me—perhaps you have a table right there 
which will solve the whole thing—can you give me a table of loans 
made, amount of loans made in each fiscal year, from the beginning ? 

Mr. McCatuium. Yes, sir. 

Mr. Reuss. I say loans made. I note here on page 2, you talk of 
applications. But I gather over the years there is a pretty constant 
ratio between applications made and loans made? 

Mr. McCatium. This is correct, sir. 

Mr. Reuss. So I will accept a table of either applications or loans. 

Mr. McCattum. Would you like us to insert it in the record ? 

Mr. Reuss. Yes, and I would like it as the basis for a few questions 
I want to ask. I think the table should be consistent with one or the 
other, however. We don’t want to mix applications with loans made. 

Mr. McCatium. Do you want dolars, or numbers of loans? 

Mr. Reuss. Let’s have dollars of loans authorized, however you 
classify them. 

Mr. McCatium. Mr. Buck reminds me that it might be better to 
use numbers, since—— 

Mr. Reuss. Of applications ? 

Mr. McCatium. Yes, sir; since our authority on business loans 
has been increased from $150,000 on up to its present $350,000 
figure. 

Mr. Reuss. I will tell you what, let’s use both. Then we can find 
out. First, let’s take your way. Let’s take applications. Why don’t 


' you give me the fiscal years throughout, starting with fiscal 1954 and 


coming up to date. Suppose you give me the total applications for 
small business loans made to SBA for each of these years. 

Mr. McCatuum. In 1954, fiscal year, the number of applications 
received was 2,289; in fiscal 1955, 3,318; fiscal year 1956, 4,081; fiscal 
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year 1957, 6,864; fiscal year 1958, 7,898; fiscal year 1959, 10,213; fiscal 
year 1960 

Mr. Reuss. You thought that would be 10,800 but it turns out to be 
8,200. 

Mr. McCatium. That is right. 

Mr. Reuss. And for 1961 ? 

Mr. McCatium. 13,200, estimated. 

Mr. Reuss. Now, thous relate to applications. Do you have the 
similar figures for dollar value of loans made, if that is a meaningful 
figure, and I i imagine it is? 

Mr. McCativm. Yes, sir. In fiscal year 1954, the total amount 
approved was $27,739,000. 

Mr. Reuss. Go right ahead and, since I will ask you to insert this 
in the record later, give me the millions. 

Mr. McCatium. I must say that this is the total of loans made, 
but only SBA’s share would affect the limitation, if that is your 
ultimate question. 

Mr. Reuss. Yes. As long as they are uniform. 

Mr. McCatium. Well, I think, then, for this purpose, we had bet- 
ter use the SBA’s share of the loan, because that is within the limita- 
tion we are talking about. That would be, for fiscal 1954, $23,508 000 ; 
fiscal 1955, approximately $46 million; fiscal 1956, $68, 419 5000 ; 195 7, 
$132,061,000; 1958, $165,982,000; 1959, $228,539 ,000; 1960-— 

Mr. Reuss. This is the figure that should relate to 8,200 applica- 
tions. 

Mr. McCatium. Yes, sir. Just one minute, Mr. Reuss, we are 
trying to get the gross fi 

Mr. Reuss. I don’t suppose there is any — in my even asking 
you for the estimate for 1960, because the best guess you can make 
is the number of applications. But if you have a dollar estimate I 
would like that. 

Mr. McCatium. $256 million. 

Mr. Revss. First, let’s have 1960. 

Mr. McCattum. $120 million. 

Mr. Revss. And for 1961. 

Mr. McCatium. $256 million. Mr. Reuss, I would like to have Mr. 
Hanna, our comptroller, say something on that. 





STATEMENT OF KEITH L. HANNA, SMALL BUSINESS 
ADMINISTRATION 


Mr. Hanna. The last two figures we have given for 1960 and 
1961 are on a slightly different base than the previous figures. The 
ones which we have read to you here are on the basis of loans 
approved. 

The projection for 1960 and 1961 are net of cancellations. In 
other words, we have estimated the cancellations which would come 
out of the gross figures. 

Mr. Reuss. So, if anything, the 1960 and 1961 figures in order to 
be made parallel should be somewhat increased, by 10 percent or 
whatever that figure is. 
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Mr. Hanna. Yes. 

Mr. Reuss. Now I think we understand each other. Now, let’s 
make with the percentage figures. These two I will call out of page 2 
of Mr. McCallum’s statement and see if I ranked them properly. 

I gather that the increase of fiscal 1957 over 1956 was 68,2 percent. 

Mr. Hanna.That is correct. 

Mr. Reuss. I am going to try to match these up and I would 
appreciate your indicating if I go astray. 

The increase of 1958 over 1957 is 15.1 percent. 

Mr. McCatium. Yes, sir. 

Mr. Reuss. The increase of 1959 over 1958 was 5.27 percent ! 

Mr. McCatium. No, 29.3 percent. 

Mr. Revss. Oh, I see, you have it in here as 22.2. 

Mr. McCatuium. No, that is 1961. 

Mr. Reuss. You didn’t mention this in your statement ? 

Mr. McCativum. No. 

Mr. Reuss. So 1959 over 1958 was 29.3 percent ? 

Mr. McCativum. Yes, sir. 

Mr. Reuss. And 1960, the present fiscal year, over 1959—actually 
it was a loss, wasn’t it? Your estimate was a 5.7 increase, but it 
actually went down. 

Mr. McCatium. Yes, sir. 

Mr. Reuss. By what percentage ? 

Close to 10 percent ? 

Mr. McCatitum. About 20 percent. 

Mr. Reuss. And then your 1961 jumpup—you use the figure of 22 
coreg but actually it would be much more because your 1960 was 
ower than you thought, so it would be close to 40 percent; would it 
not? 

Mr. McCatium. That is right. 

Mr. Reuss. Can you refine that a little? Do you know about what 
it would be ? 

Mr. McCatium. An increase of approximately 60 percent. 

Mr. Reuss. Sixty percent? 

Mr. McCatium. Yes, sir. 

Mr. Reuss. Now, let me go back. What was the increase of 1955 
over 1954? It is around 50 percent. 

Mr. McCativum. 44.9 percent. 

Mr. Reuss. And 1956 over 1955? 

Mr. McCatium. 23 percent. 

Mr. Reuss. Well, now, I want to call your attention to a curious 
thing here, which seems to hit me over the head as I look at these per- 
centage figures. Am I laboring under a hallucination, or don’t your 
percentages of applications and loans swell rather enormously in an 
election year? Here, 1955 was the fiscal year which included the pre- 
ceding November. There you jump up 44.9 percent. 

The next year didn’t have an election and so down you went to 23 
percent. 

Then up comes 1957, not only an election year, but a Presidential 
election year, and up to 68.2 percent. 

No election the next year, down to 15.1 percent. 
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Next year an election, almost double—29.3 percent. 

Next year, no election, crash, down to minus 20 percent, and here 
we come in another election year and your projection is up to 60 per- 
cent. I don’t wish to seem churlish, but is there any explanation 
of this curious curve line, other than the fact that there was an elec- 
tion going on? 

Mr. McCatium. Well, we become quite popular in an election year. 
There is a good bit of talk about us, in some of the campaign speeches, 
and I think we do receive more publicity in an election year, per- 
haps, than otherwise. 

As far as our own activities are concerned, we publicize them at a 
regular pace, but during an election year I do think the Members 
of Congress and the administration and others mention these small 
business programs and this does provide more publicity for us. This 
year, however, so far, this has not held true, but whether the early 
months of 1961 will again provide us with an increase in applica- 
tions, I can’t predict, sir. 

Mr. Reuss. Back in the old days of the RFC, people who sit on my 
side of the aisle used to have to listen to the criticism that RFC loans 
were, it was alleged, made in election years and made to people to 
whom the granting of a loan might produce a favorable reaction 
to the administration in power. Irrespective of the merits of that 
historic criticism of the RFC, do you think there is anything in these 
figures, which we have now analyzed, which might show that there 
has been a tendency on the part of the administration to increase the 
number of loans in election years? 

Mr. McCautum. Absolutely not, sir. I am sure you didn’t mean 
it this way, but I can assure you that we don’t make loans on the basis 
of politics or the politics of the applicant. Every application is con- 
sidered on the merits, and I don’t know anything about the politics of 
an applicant and I am sure nobody else does. 

Mr. Bass. Would my friend yield ? 

Mr. Revss. I do. 

Mr. Bass. From my own personal experience, I second what Mr. 
McCallum has just said.. Actually, in my own area, during an election 
year, loan applications have gone down. But my question to you, 
Mr. McCallum, is this: Wouldn’t you also consider that business con- 
ditions would have something to do with fluctuation in applications? 

Mr. McCatuum. Certainly, Mr. Bass. Coming out of 1958, which 
was a recession year, our volume did go up. I think business condi- 
tions, as far as I am concerned, are the indicator of our volume. If 
there is increased publicity, this is beyond our control and may affect 
our workload, but it isn’t something that we generate. 

Mr. Buck would like to say something about that. 

Mr. Buck. I believe, sir, that a rather conclusive answer to this 
is that the figures we have been giving you are the number of applica- 
tions received, which varies, and not the percentage of applications ap- 
proved, nor the percentage of annlications which develop from a 
given number of inquiries. Statistically these figures—that is, the 
number of applications produced from a given number of inquiries, 
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and the number of applications approved—have remained a fairly 
constant percentage. This would seem to indicate that there has 
been no attempt to approve more loans in one year than in another. 

Mr. Reuss. Are you through ? 

Mr. Bass. Yes, sir; thank you. 

Mr. Reuss. Well, I was trying quite conscientiously not to get a 
distorted impression. One of the first questions I asked Mr. Buck 
was, as you will recall, whether it was not a fact that the number 
of applications approved bore a rather direct relationship to the num- 
ber of applications received. I was told there was such a direct rela- 
tionship. 

Mr. Buck. Yes, sir; it is rather constant factor. It does go up 
and down from time to time, but it varies very little in comparison 
with the total variation in the number of applications received, which 
seems to fluctuate rather widely. 

Mr. Reuss. Let me say, Mr. McCallum, that I am very glad to have 
your assurance that Small Business Administration funds will be 
administered on a strictly nonpartisan basis, that they will not be 
used to favor an applicant for a loan who happens to be in favor 
with the administration, and that they won’t be used in favor of 
congressional districts, for example, which the administration has a 
special interest in. I make no suggestion to the contrary. I simply 
launched on this because I was struck by the great jumpup in applica- 
tions approved in election years. We have had 4 election years since 
SBA got going, and in each one of the 4 election years there has been 
in fact, or is projected, this kind of a jumpup. This much is true; 
is it not? 

Mr. McCativum. Yes. 

Mr. Reuss. Therefore, I think we have got to find an explanation in 
some other factor, and I would just say that it is very reassuring to me 
to hear you make the flat assertion that you do, that SBA funds, par- 
ticularly if this increased request is granted by the Congress, will be 
administered on an entirely nonpartisan basis and I take it you do 
give us that unqualified assertion. 

Mr. McCativum. It always has been administered that way and will 
continue to be. 

Mr. Muu1Ken. You make what, about 10,000 loans? I don’t 
believe that you believe that 10,000 loans would swing an election in 
this country; do you? 

Mr. McCatium. Well, that is not my business, sir. We don’t make 
them on that basis, and I would just like to leave it right there, if I 
may. 

Mr. Reuss. Thank you, Mr. McCallum. I would like, Mr. Chair- 
man, to have inserted at this point in the record, in tabular form, the 
material that we have just obtained. I have written it down on a 
piece of notepaper here, and I think it would be more useful if it were 
tabulated than if it were presented in this form. 

Mr. PatmMan. Without objection, it is so ordered. 

Mr. McCatium. Mr. Chairman, I would like to also ask permission 
to include the approval rate on loans in that tabulation, with your 
permission, sir. 
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Mr. Parman. Would it be all right to include the disbursement 
figures ¢ 

Mr. Reuss. Yes, sir; I would like to have both those figures, and if 
I may make one further request, at this point in the record, if Mr. 
McCallum or any other representative of the Small Business Ad- 
ministration wishes to add anything further to the record on this 
point, in explanation of the odd peaks and valleys in the chart, I 
would very much like to have it. I think it is only fair to do that. 

Mr. McCattum. Thank you, sir. 

Mr. Parman. It is so ordered. 

(The information referred to is as follows: ) 


Business loan applications received and approved and percentage of approvals to 
total number acted on by fiscal years, 1954 through 1961 


(Dollars in thousands] 



































Applications received Loans approved Number 
sellpnsictiaatigia approved 
as & per- 
Fiscal year Percentage centage of 
change Total SBA the sum of 
Number from Amount | Number |} amount share approvals 
previous and 
year declines 
SSS Ts PER oS eee eee BR S00 143..5 theo $138, 382 473 $27, 739 $23, 508 38.5 
TSS ee Se 3, 318 +44.9 177, 3 1,172 55, 975 45, 988 36. 1 
RL tkecincadnd desciiebtis nines 4, 081 +23.0 209, 814 1,915 81, 977 68, 419 56.9 
EE SS See 6, 864 +68.2 | 381,838 3, 536 | 159,095 | 132,061 58.7 
(a Ss eh Fi Rte EE 7, 898 +15.1 448, 111 4,014 194, 997 165, 982 59. 6 
BR ee betas ditebpbb ha bicben 10, 213 +29.3 590, 851 5, 582 267,042 228, 539 57.4 
1960 (estimated) _...__- (fe 8, 200 —19.7 | 496, 100 3, 644 168, 900 142, 889 57.0 
1961 (estimated) -_.........-- 13, 200 +61.0 798, 600 6, 768 335, 900 284, 200 57.0 





Source: Office of Controller, Budget and Reports Division, May 25, 1960. 








> 
re 


SMALL BUSINESS ACT AMENDMENTS, 1960 


"0961 ‘ez ABW ‘UOISIAIG, Sodey pu® JespNg ‘JeT[OIWUOH Jo <0IEO Aq peredelg :soim0Eg 











| 








| 


002 “PFT 














00T ‘9 
| 00S ‘gE 
| L8L‘b 
| 
| 
| 





JoquinNn 








(poxeuryyse) 1961 
(pezuIT}se) 0961 


aeah [Bost y 











000‘S%Z 1 =|: 00% “Ege OOT ‘6 OOT ‘68% 008 “FS 009 ‘FEF OOT “829 089 ‘21 
000 ‘Sz¢ 002 “St 002 ‘2 000 ‘O8€ 006 ‘OF | OOT ‘6E€ } 002 ‘ZI } 10¢ “SIT 
000 ‘00S ELb ‘ZZb | 286 ‘68 T¥S ‘Zee IZ1 ‘eb $29 ‘OT | 269 ‘PS 
000 *S0€ 180 “062 | IZ ‘PL 298 “C1Z 908 ‘2 | G20 ‘2 | 928 “$¢ 
000 ‘0€z 992 ‘S81 zg STO ‘981 b8S ‘8Z BLE ‘OF 
000 ‘OST 610 $6 681 ‘Ok O88 “PY OFS ‘ZZ 199 “bT 
000 ‘OST 966 ‘St LLb ‘ST | 619 ‘ee | 902 ‘ST ’ 
000 ‘OS T$ LEY ‘ZZ$ | b6b ‘STS | 8ST ‘b$ 2% ‘ZS 
a a | 
(IT) (OD (6) (&) (2) 9) (¢) (t) £) (2) 
syueqg 
| fq A]apos SuROoy 
(6 pure | | passingsip sulpueys | 
Sul & “STOO suorjed -jno ul JuNOUIL 

-pueysjno jo wims) SUOL}BZ d1BYS -loried MUAUIISVAUT jUNOUTB Joquinn [8304 JUNOUIB 
SJUSUIPIUT | UOTIeIUN{ | -14o0YyINe VdS [810,, | pedejaqg [v10.L ‘si pe [BIOL 
-ul0o pusw | A103Nye4S juBo] pasing } 10440 

suvo] uo | ysulese | -sIpuQ | | pee . na pues S}useul 
UdTIVWUN, | sesreyD | | |—Sulsliduroo oleys Was -Avdoy 

Apoynywig | [210L | |_ ee. ee te St ae —_ se F 

| | | 
IvvA JO puede JuTpuRysIno suvo’y 
[spuesnoy} UT sIeT]Oq]) 
196] ybnosy) YEE] ‘savah poosy fiq suonnzisoyjnv uno} pasangsipun pup buipunjsjno pun pivdas ‘pasangsip supo} SsaUuisng 
~ ane 28 °} te MHAArOHCOSO 
St eS om = ~ i ae > Sen ae 








16 SMALL BUSINESS ACT AMENDMENTS, 1960 


Estimated use of business loan authority, fiscal years 1960-63, inclusive— 
Present authorization, $575,000,000 


[Dollars in millions} 




















| 
Revised Revised 1962 2 1963 2 

1960 ! 1961 2 | 

Estimated loans and commitments outstanding, start of | | 
A SPA ERS SR e eee ee Lee eee $422. 5 $453. 2 $583. 2 $672.9 
Net commitments made aa 120. 4 256. 0 256. 0 256. 0 
RS ES Oe Seen ill Te a ee 542.9 709. 2 839. 2 928.9 
ee SS ee Pee eee 89.7 126.0 166. 3 209. 0 

Estimated loans and commitments outstanding, 

Og Ee Ee ae eee eee eee 453. 2 583. 2 672.9 719.9 

















1 Revised to give effect to actual activity through April 1960 plus a projection for May and June based on 
800 applications each month. 

2 1961 column reflects revised beginning and ending amounts of loans and commitments outstanding as a 
— of revisions in 1960 activity. Net commitments in 1961, 1962, and 1963 are based on the following 
actors: 


i onic bd naman aatanaunebbcweeans 1, 100 
ES SEES EAMES St SAREE EI REEES RO Oe aN ae ee ee EE 110 
oo 2. ie i cde eduikinwenuuitarnaaaothadosuaauies 564 
EE EEE EEE EE TET EL ET Pee 56 
Net new approvals per month_-_..._.....--_..-_.-.-- ae ly EN EE SE OE 508 
a SO es gn cinndtadmenennnaneneeuns cic teieiaiark ai $42, 000 


Estimated repayments based on a 6-year repayment period 
Source: Prepared by Office of Controller, Budget and Reports Division, May 20, 1960, 


Mr. Parman. Mr. Johnson ? 

Mr. Jounson. Mr. McCallum, I thank you for your statement. 
Might I suggest, while we are on this point, that it might be helpful 
if this tabulation also showed repayments and aggregates outstand- 
ing, during each year ? 

Mr. McCatiu M. Yes, sir; we can include that. 

Mr. Jonnson. What is the average length of a loan that you make? 

Mr. McCatium. About 6 years, sir. 

Mr. Jounson. Is this repayment at the end of 6 years, or is it 
amortized over the 6 years? 

Mr. McCativum. It is amortized. 

Mr. Jounson. My reason for asking was that while my colleague 
was pursuing his own line of inquiry, I was making some effort to 
add up the total outstanding, and I was trying to estimate approxi- 

mately how much is outstanding at this time. 

Mr. McCatuum. Mr. Hanna will get the figure for you, Mr. 
Johnson. 

Mr. Hanna. The loans receivable outstanding on April 30 were 
$330 million. These are actually loans receivable and do not include 
commitments for loans which have been approved but not yet dis- 
bursed. 

Mr. Jounson. Well, then, we probably should show these outstand- 
ing commitments in order that the sums outstanding can be shown in 
terms of loans and commitments. The commitment is sometimes more 
important than the cash; isn’t that correct ? 

Mr. Hanna. Would you like them read to you? 

Mr. Jounson. No, I merely want the record to show these figures, 
because I think we need to have available the supporting data, in addi- 
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tion to what you have given us in your statement this morning, 
to explain why it is that, not withst: anding the relatively low cash out- 
standing, there would be need to expand the author ity at this time. I 
have no quarrel with the request, but I think we need the supporting 
data in the record, in support of it. Do you understand? 

Mr. Hanna. Yes, sir. 

Mr. Jonunson. Now, I really want to pursue another line of inquiry. 
It is not immediately relevant to what we have been saying but I think 
it might be helpful to the committee. Have you made any analysis of 
your “ borrowers’ experience that would show what the profit rates 
have been? Do you ask that much of a borrower? 

Mr. McCatium. We do not have such a record after the loan is 
made, Mr. Johnson. 

Mr. Jounson. In other words, you don’t require a followup financial 
statement ? 

Mr. McCatium. Oh, yes; we do. We do receive financial state- 
ments periodically, and they are analyzed, but this is handled in our 
loan administration section in the field in order to keep track of the 
progress of the loan, and to look for signs of difficulty. 

Mr. Jounson. Then it is not handled statistically, or processed and 
accumulated ¢ 

Mr. McCatium. No, sir; it is not. 

Mr. JoHnson. Well, on the basis of your observation, do you have 
any feeling about the trend? Are profit rates going up, or are they 
holding stable, or are they declining?) Notwithstanding your lack of 
statistics, could you give a loan officer’s evaluation ? 

Mr. McCatuium. I will ask Mr. Buck to answer that. 

Mr. Buck. I can only say, Mr. Johnson, that the office of our 
economic adviser has told us that he believes small business is sharing 
ratably in the general recovery from the recession of a year and a 
half or 2 years ago, and in fact came back rather s -ather 
more sharply than did big business in some ways. We ‘feel that 
there is nothing at this point that points to any material decrease in 
the profit share generally which is going to small firms. 

Mr. Jounson. Then you would be optimistic about your ability to 
recover on new loans that you might process, in the face of that 
experience ¢ 

Mr. Buck. Yes, sir. 

Mr. Jounson. In other words, you wouldn’t reduce the number of 
applications you might successfully process based on your experience / 

Mr. Buck. No, sir; not at all. 

Mr. Jounson. Thank you. 

Now, do you keep a statistical series on your failure rate? You 
must have some experience on bad loans, or slow loans, or maybe you 
don’t differentiate between them. 

Mr. McCatium. We do and we can supply that to you. 

Mr. Jounson. Could you give us a quick indication as to what 
shows now ? 

Mr. McCatitum. What is it you want, sir; the chargeoffs ? 
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Mr. Jomnson. You have, I assume, several steps in here, loans 
which are merely slow in the sense that they are behind schedule and 
may be perfectly good, and no doubt you have loans which may actu- 
ally be in bankruptcy proceedings, or written off. 

Mr. McCartum. Mr. Buck has those figures. 

Mr. Buck. As of April 25, Mr. Johnson, 1.4 percent of the number 
of loans that we have presently on the books were delinquent over 
60 days. Another 3.1 percent were in what we call the problem 
category, which are loans that are delinquent over 90 days, or that we 
believe might justify closer attention to the loans and so we assign 
this category to them. 

In addition to those, we had, at that date, another 4.2 percent which 
were in liquidation. 

Mr. Jounson. That were being processed through some kind of 
bankruptcy proceedings? Is that what that means? 

Mr. Buck. Or foreclosure. Not necessarily bankruptcy. 

Mr. Jounson. Any form of liquidation ? 

Mr. Buck. Yes, sir. 

Mr. Jounson. Do you keep this on a time series? Could you show 
us that data on a year-to-year basis in a report to the committee ? 

Mr. Buck. Yes, sir. 

Mr. Jonnson. I won’t ask you to do it now but I think it would 
be helpful to have that information, Mr. Chairman. The allegation 
is made in my part of the country by the referee in bankruptcy that 
our bankruptcy éxperience keeps getting higher each year. Have you 
any observation to make on this thought ? 

Mr. McCatium. Well, small businesses do fail, and this is distress- 
ing. 

"The information requested is as follows:) 


Number of business loans classified as delinquent, problem, and in liquidation 
as of indicated dates 


























Delinquent Problem In liquidation Total delin- 
| | over 60 days quent, etc. 
| Total Sia De wht eM ee EY Bete Tepe eee! Cee TALS IES 
Date | number | 
| out- | Percent | Percent Percent | Percent 
| Sti anding |Num-| of total |Num-| of total |Num-) of total |Num-| of total 
ber | out- | ber out- ber out- ber | out- 
standing | standing standing | Standing 
| 
June:25, 1956......-.-.--.- 1, 995 | 41 | 2.1 () () 46 2.3 87 4.4 
June 25, 1957_ 4,448 | 105 | 2.4 (') (1) |} 80 1.8 185 4.2 
June 25, 1958. 7,057 | 225 3.27 (@) | (1) 236 3. 3 461 6.5 
June 25, 1959. 10, 783 153 | 1.4 219 | 2.0 363 3.4 | 735 | 6.8 
Apr. 25, 1960 12, 320 171 | 1.4 380 3.1 519 4.2 |1, 070 | 8.7 
1 





1 Separate information as to the number of problem loans included in the number of delinquent over 60 
days is not available for these years. 


Source: Office of Controller, Budget and Reports Division, May 25, 1960. 
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Mr. Jounson. There is no question about it. 

Mr. McCatium. On the other hand, in the last 10 years, I believe, 
the net increase in the business population of small firms has been 
about 600,000 new firms added to the economy, considering failures 
and bankruptcies, which to me indicates that overall the economy is 
reasonably healthy in order that this kind of climate exists in which 
new firms can get started and.can grow and can add to the economic 
base. 

Mr. Jonson. Do any of your loans operate as distress loans; 
that is, in an effort to prevent bankruptcy or failure? 

Mr. McCatium. No, we start with the principle that we don’t do 
a borrower any favor if we make him a loan and then have to liqui- 
date it. We want to have him demonstrate to us his ability to repay 
that loan from earnings and if in the course of our credit analysis 
we come to this conclusion, we will make him the loan. 

Now, in the course of the loan we may, under certain circumstances, 
permit the consolidation of some of his debts, things of this kind. In 
answer to your question, do we make distress loans. We do make dis- 
aster loans, of course, but this is not what you referred to, I take it. 

Mr. Jounson. No, that is a different situation. You would not nor- 
mally make a loan to a firm in financial distress. You might adjust 
the loan for a borrower experiencing a distress situation, but you 
wouldn’t start with one; is that correct ? 

Mr. McCatium. Well, we might. But if we, in working with the 
borrower, and after a careful analysis of his credit situation, felt that 
our loan would bring him out of it, by addition of machinery, or 
rather things of this kind which would permit him to earn more, we 
would make a loan under those circumstances. 

Mr. JouHnson. Would you say a word about these disaster loans? 
In various parts of the country we have experienced disasters. 

Mr. McCatium. Well, this I think has been one of SBA’s most use- 
ful programs. It was the disaster loan authority that the Recon- 
struction Finance Corporation had which was transferred to SBA. 
We have made disaster loans throughout the country, I do not recall 
the exact. number of disaster loans, but we move in very quickly 
in the case of a natural disaster, a tornado, flood, hurricane, matters 
of this kind. 

Mr. Jounson. Could you submit a statement for the record showing 
the year by year, disaster by disaster, summary data on that subject ? 

Mr. McCatuium. I don’t know that we can do it by disaster, sir, but 
we can give you the volume of our activity from year to year. 

Mr. Jounson. I think that might be helpful to give us some idea 
of it. Roughly what portion of your total loans are disaster loans? 

Mr. McCatium. We have made about 9,000 loans for around $92 
million. 

Mr. JoHnson. That is all. 

Thank you very much. 

Mr. McCatium. These are not included in the totals we gave. 
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(The information requested above is as follows :) 


Summary of disaster loan applications received, disposed of, and pending, by 
period, cumulative through April 1960 


[Dollars are in thousands] 





| Received Withdrawn Declined Loans approved by /|Pending at end 
SBA! of period 
Petied (fiscal 
year) Amount 
Num- Num- Num- Num- rPmer (si ___|Num- 
ber |Amount}] ber |Amount| ber |Amount| ber ber |Amount 
Total SBA 
share 
1954 247 $1, 743 19 $75 38 $295 157 $742 $742 33 $572 
1955 = 1, 330 12, 203 102 1, 097 153 2, 237 | 1,086 7, 873 7, 799 22 467 
1956 4, 006 69, 230 294 4, 180 346 8,995 | 3,309 | 44,402 | 42, 423 72 1, 403 
1957 _ - 1, 944 18, 468 119 1,385 | 203 2,340 | 1,597 | 12,992 | 12, 244 97 2, 034 
1958 __- mua ee 32, 409 94 2, 139 350 7,826 | 1,559 | 17,305 | 16,771 115 3, 706 
1959 1, 122 15, 034 72 1, 424 233 5, 715 908 9, 202 9, 013 24 296 
1960 to date____ 566 5, 453 37 247 58 l, 


327 445 | 3,356 | 3,263 50 430 


9,061 | 95,872 | 92, 255 


by | 
® 
> | 
os 
on 


Total____|11, 236 | 154,540 | 737 10, 547 |1, 381 






































1 Number and amount of disaster loans approved by type: 





Type | Number | Total amount | SBA share 





Total _- | 9, 061 $95, 872, 393 $92, 255, 958 

|- - Es — ———E $$ $$ 

Direct loans Pe ae . extéa | 8, 046 76, 373, 357 76, 373, 357 
Participation loans___- | 1,015 19, 499, 036 15, 882, 601 
Immediate_...-.-.._..-- : 237 12, 484, 293 9, 930, 392 








Deferred ____ 3.9255 ; 778 7, 014, 743 5, 952, 209 





Mr. Patman. Without objection, these tables and information may 
be inserted in the record, as asked by Mr. Johnson and others, and 
each member may be allowed to extend his remarks, and the witnesses 
may be allowed to extend theirs in order to add any additional in- 
formation desired. 

Mr. Bass. Mr. Chairman ? 

Mr. Parman. Mr. Bass. 

Mr. Bass. Mr. Chairman, I had to step out during part of Mr. 
Johnson’s interrogation. Stop me if this has already been covered. 
What is the present balance of your revolving fund authorization 
now ¢ 

Mr. McCatium. The authorization is $140 million. 

Mr. Jounson. Unused authorization. 

Mr. McCativum. Yes, sir. 

Mr. Bass. The authorization is $975 million. 

Mr. McCativum. That is the total. 

Mr. Jounson. You asked what is the balance. This is the unused 
balance; is that correct ? 

Mr. McCativum. Yes, sir. 

Mr. Bass. The unused balance is $140 million ? 

Mr. Jounson. Actually cash outstanding only $325 million. Is 
that correct? I believe you gave us some such figure. 





f 





ce 


n 


SMALL BUSINESS ACT AMENDMENTS, 1960 21 


Mr. McCatium. $330 million. 

Mr. Bass. What I am getting at is, are you going to insert in the 
record some evidence supporting your request to increase this total 
revolving fund authorization from $975 million to $1,125 million ? 

Mr. Jounson. That is what I was seeking to get. We will have that 
data in the record. I was concerned with the same point. 

Mr. Reuss. Mr. Chairman ? 

Mr. Parman. Mr. Reuss. 

Mr. Reuss. Mr. McCallum, I would like also to have you give us 
for the record a tabulation, by fiscal year, from the beginning, fiscal 
1954, of the number of small business exhibits conducted around the 
country, either by SBA itself, or by SBA in conjunction with one or 
another of the armed services, one or another of the Federal agencies, 
or, indeed, with local chambers of commerce. Do I accurately de- 
scribe this activity ? 

Mr. McCatitum. Well, I think perhaps what you may be referring 
to are SBA opportunity meetings, where we would jointly with the 
military, usually under the sponsorship of a chamber of commerce, 
have a program, with exhibits, and actual bid forms and contracts and 
data available which small business concerns could review and learn 
about on the scene. Is this what you mean ? 

Mr. Reuss. That is exactly it, and to make sure that covers every- 
thing, which I believe it does, you don’t do anything else which can 
possibly be called an exhibit or exhibition ; do you? 

Mr. McCatium. This is it; is it not? 

Mr. Reuss. The so-called small business opportunity show. 

Mr. McCatium. Well, I would not be sure, Mr. Reuss, that possibly 
at a State fair SBA may not have a booth, or in connection with a 
chamber of commerce meeting that we may not have an exhibit table 
or something of that kind. 

Mr. Reuss. When you send in this tabulation, would you have 
a little introductory paragraph or two in which you would tell us 
about these possibilities of a table here or a booth there, just so we 
know we are talking about the same thing? I am not asking you to 
list for us every single table that you produce at a supermarket some- 
place. 

Mr. McCatium. All right. I don’t think we have, but 

Mr. Reuss. We are talking about this opportunity show. 

Mr. McCatxivum. I think so. I think that is what you have in 
mind. 

Mr. Reuss. Would you include in the projected opportunity shows 
for fiscal 1961 also? 

Mr. McCatuivum. Yes, sir. 

(The information requested is as follows :) 





SMALL BUSINESS OPPORTUNITY MEETINGS 


During fiscal years 1956 through 1960, the SBA, in cooperation with other 
Federal agencies and State and local business groups, cosponsored 87 small busi- 
ness opportunity meetings. Small business owners and managers attending 
these meetings received firsthand information on the Government’s buying meth- 
ods, prime and subcontracting opportunities, and helpful services available from 
the Small Business Administration and other Federal agencies. 
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At these meetings, information on how to sell to the Government is presented 
through talks by top Government purchasing officials; by visual displays; by 
sample bid sets; and by exhibits of products purchased by Federal agencies. 
Each meeting also features exhibits by prime contractors of items for which sub- 
contractors are being sought. In addition, SBA specialists and Government con- 
tracting officials provide on-the-spot procurement guidance and assist individual 
firms in obtaining listing on appropriate bidders lists. Information regarding 
sales of surplus Government property, new and improved products and processes, 
and research and development is also presented. 

The following tabulation shows number of opportunity meetings during each 
fiscal year and an estimated number to be held during fiscal 1961 : 


een ns ean ORE A teem enme 19 
een WR Pet oe een Sti Wiecal year 1900...............-- 12 
Pemen? Sear 006... one e 29 | Fiscal year 1961 (estimated) —---- 20 


In addition, SBA has from time to time placed exhibits in other types of 
meetings such as trade shows, industrial exhibits, State fairs, etc., and has 
participated on a limited basis in meetings sponsored by other Government 
agencies, and State and local organizations. The number of such participations 
is not included in the above figures. 

Mr. Reuss. Thank you. 

Mr. Parman. Mr. McCallum, I want to ask you about this interest 
rate of 15 percent. That has caused a lot of concern among the 
people. The Senate Small Business Committee filed a report in 
which that rate was criticized. Is the interest rate of 15 percent 
used to any great extent? Is that an exceptional case? In just 
what instances do vou justify or condone or permit a charge of 15 
percent for interest ? 

Mr. McCatium. You are referring, Mr. Patman, to the small busi- 
ness investment program ? 

Mr. Parman. Yes. sir; Iam. 

Mr. McCattvum. First, sir, this is not a 15-percent interest rate. 
It is an overall cost of money formula, which may not exceed 15 
percent in total. I can say that in some cases the rate has been—the 
so-called interest rate—has been perhaps near that figure, but it has 
been the exceptional case, and I can tell vou also, sir, that SBA is 
presently reviewing this matter. 

Mr. Parman. That is fine. That will be sufficient on that. 

Now, this was really an eye opener to me. I didn’t know you could 
charge 15 percent for interest in any State. I was—not necessarily 
shocked, but certainly amazed to find out that in certain States corpo- 
rations are not entitled to the defense of usury, and I looked into 
that and I asked that a statement be filed about the number of States 
where the law would deny a corporation, as distinguished from an 
individual or person, the right to urge defense of usury. and quite 
a number of States are included. I asked the Comptroller of the 
Currency for a breakdown as to when the particular legislation was 
passed in each State, permitting this, and without objection T will 
file that basic information in connection with this record, and also 
the letter of the Comptroller of the Currency explaining about the 
corporations not being permitted to urge the defense of usury. 
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Alabama. 
Alaska 
Arizona 
Arkansas 
California. ___ 
I i oo nin win eeciwea 
Connectiout...........- 
ae 
District of Columbia_. 
Florida. . 


Georgia. 
Hawaili-_-._...- 
Idaho... __- t 
Illinois Ps 
Indiana____- 


Iowa....- 

Kansas 

Kentucky 
Louisiana... 
Maine.__... 
Maryland __. 
Massachusetts 
Michigan ____ ; 
Minnesota 
Mississippi 
Missouri_. 
Montana. 
Nebraska 
Nevada a 
New Hampshire.._- 
New Jersey....--- 
New Mexico__---_. 
New York... .......- 
North Carolina 
North Dakota. 
| ee 
Oklahoma 

Oregon. _.-_- 
Pennsylvania... .- 


Rhode Island... 


South Carolina 
South Dakata--- 


‘Tennessee. ___._-. 
as 
Utah_ “ 
Vermont... 
Virginia 
Washington 
West Virginia. 
Wisconsin. . 
Wyoming... 


State interest and usury laws * 





Legal 


Percent | 


| 


> | 10 percent. 


Maximum interest rates | 
exinnsheiiniasiasiniprnienrenseamipactnsititet | 

Contract 

| 

8 percent 4 ° - a 

do -- | 

do | 


6 
6 
6 
6 
6 
6 
6 
5 


do 
As provided in instrument_-| 
12 percent__. ; memeen 
6 percent A . -| 
8 percent = = 
10 percent “ an 


8 percent 


12 percent 
® percent 
7 percent 
8 percent 


7 percent 

10 percent 

6 percent . 
8 percent 

No provision 

6 percent 

No provision 


| 7 percent eae 


S percent 
do_. 
.do_. 


| 19 percent 


9 percent 

12 percent 

No limit 

6 percent __. “ 

10 or 12 percent if no collat- 
eral, 

6 percent ‘ iesngnind 

do - 
7 percent 
& percent 


| 10 percent 


...do ’ ‘ 

6 percent, 7 percent commis- 
sion merchants. 

30 percent if loan exceeds 
$50; 5 percent for Ist 6 
months and 24¢ percent 
per month thereafter if 
loan is under $50. 

7 percent i 


8 percent cnnodwaanen 


| 6 percent; 742 percent 


10 percent 
G0.<. i ee 
6 percent ti 
do Reem eaue 
12 percent_--- --os- 


| 6 percent 


10 percent sa 
10 and 8 percent-- ey 
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May corporation interpose 
defense of usury 


No provision. 
Do. 
Do. 
Do. 

Yes. 


| No provision. 
Do. 


« 
No. 
No provision. 
Yes (if higher than 15 per- 
cent). 
No provision. 
0. 
Do. 


No. 
| No (if interest 


agreed to in 
writing). 
No provision. 
Do. 
Do. 
Do. 
Do. 
No. 
No provision. 
No. 
Do. 
No provision. 
No 
No provision. 
Do. 
Do. 
Do. 
No. 
Do. 


Do. 
Yes. 
No provision. 
No. 
Do. 
Yes, 
No. 


No provision, 


No as to registered and cou- 
pon bonds. 
No as to railroad corporations 
only. 
No provision. 
Do. 
Do. 
Do. 
No. 
No provision, 
No. 
Do. 
No provision. 








SUMMARY 


| The foregoing information was obtained from Commerce clearinghouse ‘Federal Banking Law Reports.” 


States in which usury laws apply to corporations: California, North Carolina, 


Oregon, and Florida. 


States in which usury laws do not apply to corporations: Delaware, Illinois, 
Indiana, Maryland, Michigan, Minnesota, Missouri, New Jersey, New Mexico, 
New York, Ohio, Oklahoma, Pennsylvania, South Carolina as to registered and 


coupon bonds. 


South Dakota as to railroad corporations only, Virginia, West 
Virginia, and Wisconsin. 
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States in which the usury laws are silent with respect to corporations: Ala- 
bama, Alaska, Arizona, Arkansas, Colorado, Connecticut, District of Columbia, 
Georgia, Hawaii, Idaho, Iowa, Kansas, Kentucky, Louisiana, Maine, Massachu- 
setts, Mississippi, Montana, Nebraska, Nevada, New Hampshire, North Dakota, 
Rhode Island, Tennessee, Texas, Utah, Vermont, Washington, and Wyoming. 


May 6, 1960. 
Hon. Ray M. GIpney, 
Comptroller of the Currency, 
Department of the Treasury, 
Washington, D.C. 


Dear Mr. GIpNEY: I am sending you herewith a copy of the hearings entitled 
“Small Business Investment Act Amendments, 1959,” on S. 2611. 

You will notice, commencing at page 55, the names of the States and certain 
information concerning maximum interest rates, and the information as to 
whether or not a corporation may interpose the defense of usury. 

I would like to have the following information and I believe that your Depart- 
ment is probably in the best position to furnish it: 

1. The date the law was enacted in each State providing that a corporation 
may not interpose the defense of usury. 

2. Whether or not you believe the defense of usury can be interposed in States 
where the usury laws are silent on the subject. 

38. Did the 1957 Financial Institutions Act, as proposed in a bill, contain any 
provision concerning the defense of usury by a corporation, or that would allow 
a higher rate of interest to be charged to a corporation than an individual. 

If you will furnish me this information, it will be appreciated very much, 
I assure you. 

Sincerely yours, 
WRIGHT PATMAN. 
May 19, 1960. 
Hon. WRIGHT PATMAN, 
House of Representatives, 
Washington, D.C. 

My Dear Mr. PATMAN: Receipt is acknowledged of your letter of May 6, 1960, 
in which you request information concerning the question of whether or not a 
corporation may interpose the defense of usury. 

From the information available to us it appears that those States having laws 
providing that a corporation may not interpose the defense of usury adopted 
them on the dates indicated below : 





State Date State Date 
0 EE SR pee one 1935 | North Dakota (instead of South 
ale Sf ll AE ance ee 1879 ES ON ER, OTE OPA 1895 
SSNS eee IID anal cn eens. 1938 
| STE Sa eee 1868 | Oklahoma_____-- ss 5 da ae ees teat 1941 
a, 392, | Fenmasyivania._____._.......... 1927 
SE Ser 2 eee Carona... ............... 1902 
Se re eee 11919 
0 ioe | Se -eveet viremia... .....___...- 1855 
New Mexico_______ 2 es Se 1 ee ICOnman. 1850 
a 1850 


1 The earliest code reference but undoubtedly in effect prior to that year. 


Without having made an exhaustive study of the question in each of those 
States which does not have a statute to the effect that corporations may not 
interpose the defense of usury, we believe that this is necessarily statutory, and 
that in the absence of a statutory provision otherwise, a corporation could plead 
usury in a proper case just as a private individual could. 

The proposed Financial Institutions Act of 1957 did not contain any provi- 
sion concerning the defense of usury by a corporation, nor any provision which 
would have allowed a higher rate of interest to be charged a corporation than an 
individual. You will recall that section 35 of that bill would have added to sec- 
tion 85 of title 12 of the United States Code the following provision : 
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“The purchase of obligations or evidences of indebtedness from the actual 
owner thereof shall not, for the purposes of this section, be deemed a loan or 
discount if such purchase would not, under the law of the State in which the 
purchasing bank is located, be deemed a loan or extension of credit subject to 
the interest or usury statutes of such State.” 


If we can be of further assistance to you in this matter, please feel free to call 
upon us. 


Sincerely yours, 
H. S. Haagearp, 
Acting Comptroller of the Currency. 

Mr. Parman. Now, Mr. McCallum, I am often told by applicants 
at the SBA offices that they are talked out of filing applications. 
That they go to see your agent and he talks them out of filing an ap- 
plication. Of course, they can go back and file it, or they can insist on 
filing it, I assume, and will be permitted to do so. But is there any 
effort made by your field offices to, first, go over the matter with an 
applicant, and in case of doubt or fear that it might not be just a good, 
sound applic ation or request, that you would urge them not to file ? 
Do you have any policy along that line? 

Mr. McCatium. No, we don’t have any such policy. Asa matter of 
fact, our policy is to encourage small business borrowers in every 
way we can, but we must face the fact that in certain circumstances, 
it would actually be a disservice to a borrower to require him to 
gather together a great deal of financial data, when our screening— 
and in this screening we have very fine people interview the appli- 
cants—when this screening indicates that without a major over- 
haul of the whole business and credit structure, there would be very 
little chance of a loan 

Mr. Parman. I can see the reasoning behind that, and I do not 
oppose it at all. 

Mr. McCatium. But we do not have a policy of discouraging 
people. Our policy is rather to encourage them in every way that 
we can, and if we can’t make a loan, we very often counsel with them 
in an effort to bring to their attention, either the management or 
certain credit deficiencies, so that eventually they may be able to apply 
for a loan. 

Mr. Parman. Well, that is fine. 

Now, Mr. McCallum, I often hear that banks will tell an applicant 
that a bank will not participate with SBA on anything. Do you 
have many banks that refuse to participate ? 

Mr. McCatium. Mr. Buck will answer that. 

Mr. Buck. I am told that there are approximately 16,000 banks 
in the country, and we have no actual figures, but we believe that 
approximately 4,500 individual banks have today participated with 
SBA in one or more loans. 

Mr. Parman. You don’t have any record of the number of these 
that have given you notice that they will not participate, or from 
whom you have actual notice of nonparticipation ? 

Mr. McCatium. No, sir; we don’t have any records on those that 
say flatly, “We will not. we As a matter of fact, many banks that have 
refused on one particular occasion will come in and participate on 
another when it is to their advantage. 

Mr. Parman. That is right. 
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Mr. McCattum. Mr. Patman, each month, we find, as we go along, 
that we do write in additional banks that have in the past not looked 
with favor on participation. I know of a couple of instances recently 
where for the first time banks have come into our program. 

Mr, Parman. Thank you. Are there any other questions, gentle- 
men? If not, thank you very much, Mr. McCallum, and gentlemen. 
We appreciate your testimony and we will certainly give it careful 
consideration. 

The subcommittee will go into executive session. 

(Whereupon, at 11:10 a.m., the subcommittee proceeded in executive 
session. ) 


x 








